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EX PARTE OR LATE FILED
RECEIVED

Bruce, ¢  CL¥i5805

This is all rather old. See (1) the cites on 4-7 (£t.13), and (2) the price comelations on
pp- 4-13 on. For a more rigorous test, ses also (3) the attached correlations of first differences
(annual CPM growth rates) for 1970-83. None is saying that network and spot are perfect
substitutes, just that they are the closest, and are close enough to affect each other. Clearly, one
conld update all this, and someone probably would have (or could) if there were any serious
dispute on the issue. Of course, if you looked at price correlations, you’d have Greg Werden to
deal with, but that’s life.

This is a quick look through the earlier stuff. If there is something new, it’s probably in
the J of Media Economics somewhere.

Good luck. Let me know if there is anything else I can do that I can without filing
something new.

Rick
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TAME 2-2
Price Corralations om Azmusl CPM
Crowth Ratea of Advertising Media
1970 - 1983
Hadia forralasion Coafficient
Righttime Speot and Network IV 0.52
Magazines snd Network TV 0.40
Rmpapiu and Network TV 0.12

Sourcea: Television Bureau of Advartising, “Trends in Madia," July 1987



FIGURE 2-2
INDICES OF SELECTED MEDIA CPM'S
1984-88
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FIGURE 2-3
ANNUAL CPM GROWTH RATES FOR NIGHTTIME
SPOT AND NETWORK TV ADVERTISING 1071-83

0.2

0.1

1 i 1 1 | 1 i

74 72 73 74 76 76 77 78 79 80 81 82 83

-0.2 !

—— NETWORK —1— SPOT

Sourca: Saa Figura 1

S8/T1/60

80:9T

810/¢00 [



FIGURE 2-4
ANNUAL CPM GROWTH RATES FOR MAGAZINE AND
NIGHTTIME TV NETWORK ADVERTISING 1966-88
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FIGURE 2-5
ANNUAL CPM GROWTH RATES: NEWSPAPER AND
NIGHTTIME TV NETWORK ADVERTISING 1966-88
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indeed an economic market. Further, this market is curreatly concentrated.
This implies that market power can be exercised.??

{.
|
1
|

The outline of this section is as follows. First, a priori arguments
raised by others to the effect that television advertising is not a market are
considered. Second, the evidence that television advertising is a market is
considered. This evidence consists of an overview of the characteristies of
television advertising, an examination of historical price trends among the
various significant advertising media, a preliminary examination of some spot
advertising price data, and the views of various industry participants.
Finally, the position of the networks in the market is assessed.

——— o — o #eeen

. Ao

1. Previous analyses

Some obsexvers have concluded that all of the various media compete with
one another for advertising dollars. That is, television, radio, newspapers,
magazines, direct mail, billboarxds, etc. are all in the same market.!?

o e -

Moreover, the Commission and scme academic studies have previously
coricluded that there is sufficient cross-elasticity of demand between
television and newspaper advertising to raise concerns about the
cross~ownership of television stations and newspapers in local markets.'”

These previous analyses raise two questions. First, does the presence of
substitutes for television advertising imply that & sole supplier would not be
able to raise and maintain prices? BSecond, if television advertising iz a

12ps discussed in Section A, if television advertising is a market,
integrated firms may have the incentive to restrict the supply of off-network
programs in order to increase advertising rates. However, even if television
advertising is not a market, the analysis in Section A above showed that an
\\ integrated supplier of off-network programming may be able to increase total
Eet advertising revenues by rsstricting the supply of off-network programming.

*75¢e Network Inquiry Special Staff, "The Market for Television
Advertising,” preliminary report (June 1980). This report is discussed in
L Appendix 1-j. Also see Bruce M. Owen, Jack H. Beebe and Willard G. Manning,
'1EE§EVZ§TEE'%EBhomics Lexington, MA: D.C. Health and Company, (1974),
PP.93-94. Owen, et. al. conclude that "there g elatively few products
for which networ BT8Ui%ion has a comparative advantage as an adve¥Lising
vehicle, and thePe drs & jumgber of more or lass good substitutes: spot

f@@ev;s on_adve work and spot rAdio, national magazines, direct
—mail, billboards and newspapars, p. amphasis supplied, rootnote omitted).

'“Sge Second Report and Order in Docket No. 18110, 50 FFC 24 1046
(1975) and James N. Rosse, Bruce M. Owen, and David L. Grey, "Economic Issues
in the Joint Ownership of Newspaper and Television Media," FGC Docket 18110,
May 1970.

el g ot
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separate market, can other advertising media nonetheless influence the price
of television advertising?

We begin with the second question. The Commission decision in Docket
18110 was probably correct even if television and newspapers were in separate
economic markets. Television advertising can constitute a separats economic
market, yet common ownership of television stations and newspapers could
reduce competition. That is, control by a single firm of two products that
are in Separate markets and are also partial substitutes can enhance market
power. All goods that are substitutes for one another are not necessarily
(indeed, are seldom) included in the same product market. A product markst is
defined to include the smallest number of substitute goods that a single firm
would need to control in oxder.profitably to raise and maintain price
significantly above prevailing levels. If a single firm also controls the
next closest substitutes, it will raise price still further above cost.*?®
Thus, if newspapers and television are in separate markets and also compete
with one ancther, cross-ownership could lead to higher advertising rates.

An answer to the first question (i.es., whethexr television and other media
are in the same advertising market) requires an examination of the available
empirical evidence. Before turning to that examination, however, it will be
ssefulto_oxsaing the 2 priori argunent that sil advertising medis aze in
EEE-same market because advertisers can and do use alternative media:

When advertising is viewed as an input to the production process, the
fallacy of this argument hecomes evident. A producer uses all inputs up to
the point that the marginal value of additional use of each input equals its
marginal cost. For example, labor and capital are both inputs into the
production process. This does not mean that both types of inputs are in the
same economic market or that a reduction in the supply of labor would not lead
to an inecrease in wages, An increase in the price of capital would lead to

some substitution among the inputs, but would certainly not lead to complete
substitution.

The various advertising media can each be viewed as separate inputs into
the production process. They each djiffer from one another in significant ways
ineluding geographic reach, demographic characteristics, and impression on
readers or vigwers. A large advertiser will take advantage of these
differences to optimize the media mix in his advertising program. Each medium
will be used up to the point that an additional dollar of expenditure results
in the same marginal return as theé last dollar spent on other media. Higher
television advertising rates will cause advertisers to substitute other media,
and, depending on the substitutability of those other media, total television
advertising revenues may rise or fall.

1¥30e Gregoxy J. Werden, "Section 7 of the Clayton Act and the Analysis
of 'Semihorizontal' Mergers,” Antitrust Bulletin (Spring 1982), pp. 135-160.
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EXHIBIT 2-12

TRENDS IN MEDIA ADVERTISING COSTS
INDEXED [1970=100] IN REAL DOLLARS?®
1970-1982 |

INDEX
125 A

120 | "

115 A f-“'*"-"'""F -7 !

. |
/“"-“‘l'l'. -."‘- " I]
110 h s L — ) -, .

105 4

100 A

95 o

90 A

80 A

75 1

{ ) ] i 2 | I J'_ — | - [ — ! i -
1970 71 72 3 v 75 76 77 78 79 80 81

Key:

- = -  (Cost per 1000 circulation for 1000 lines each daily for daily newspapers in the
US, in real dellars and indexed.

«.... Cost per 1000 homes for 30 seconds of spot television in top 100 markets for
nighttime (M-S), real dollars and indexed.

———  Cost per 1000 homes for 30 seconds of network television for nighttime (H-S),
real dollars and indexed.

Cost per page per 1000 circulation for 4-color magazine advertising, based on

rates of 50 leading magazines, real dollars and indexed.

— .

' Implicit price deflator for GNP from Bureau of Economic Analysis' Survey

of Current Business, 1982 deflator is average of first three quarters that
BEA has reported to data.

Source: '"Trends in Media" prepared by Research Department of Television
Bureau of Advertising, September 1982,
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EXHIBIT 2-11
MAJOR MEDIA COST TRENDS

Magazine Newspaper
tfetwork Television 1/ Spot Telsvision 1/ {Cost Per Page Par {Cost Per 1000 Llnes

Year [Cost fer 1000 Viewers}) {Gost Per 1000 Viewers] Fer 1000 readers) Per 1000 Circulation}
1970 52.10 $3.10 $5.98 $6.30

1971 1.81 2.93 6.02 6.93

1972 1.96 2.96 6.00 6.71

1873 2.29 3.12 5.93 7.07

1974 2.27 : 3.21 6.14 8.21

1975 2.39 3.53 6.62 9.26

1976 2.41 4,23 6.77 10,17

1977 2.94 5.27 7.36 10.66

1978 3.12 5.53 ) 8.05% 12.00

1979 3.89 6.16 8.70 12,89

1980 3.79 6.58 9.72 14.46

1981 4. 12 7.36 10,33 15. 77

1982 4,94 7.97 11,69 . 17.13

17 Night-tims.

Source: Data reported by Television Bursau of Advertising, "Trends in Media,”
September 1982, The network price data are rrom A, C. Nielsen, spot dats
are rrom the TVB Spot Teievision Planning Gulde, magazine costs from the
Hagazlno Pub| [shers Association, and newspaper rates are from the tditor
and pPublisher's International Yearbook,

16:10
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revenues earned by these media actually increased slightly from 31 percent in
1975 to an estimated 34 percent in 1981.3%°F

Preliminary studies of spot television price data also provide some
information that suggests that television is in a separate advertising
market. Prices per thousand viewers in the top 50 television markets are
negatively related to the market share of independent stations. If television
advertising were a perfect substitute fox other media, one would not expect
that a change in the audience share of independent stations wonld
substantially affect the advertising rate. (The possibility that network and
spot television are in separate submarkets is discussed in the next sectiom.)
It is possible that increased independent audience share could in part reflect
a larger total audience. is, by itself, would tend to reduce advertising
rates > [t is unlikely, however, that a large part of the correlation could be
explatned by this phenomenon. Another possibility is that independent
stations achieve large market shares in large markets where there are many
media alternatives. Competition from these other media altermatives, rather

than a large independent share could, in principle, explain the observed
correlation.?’

The above analysis suggests that television advertising is a separate
economic market. The most comnvincing piece of evidence, however, is the
position that large national advertisers have taken in this proceeding through
their national trade association.l® The only reason the large,
sophisticated members of the Association of National Advertisers could have to
be concerned about repeal of the Rule is that television advertising is =z
market and that strong independent television stations contribute to holding
prices down in this market. If these advertisers viewed other media as close

1¢Revenue data are from McCann-Erickson, Inc., reported by the
Television Bureau of Advertising, "Advertising Volume in the United States,"
August 1982,

17price data for Novembex 1982 were obtained from Spot Quotapi and
Dagta (50AD). These data, which are used advertisers jsi cies
and large supplied to S by media b

s. Independent station share was computed from Nielsen data
for November 1982. In the Early Fringe and Early News periods, spot cost per
thousand Viewers and independent market share were negatively correlated (and
significantly so). This result appears to conflict with the results of the
Network Inquiry Special Staff preliminary report on "The Market for Television
Advertising." The Network Inquiry staff, however, used number of statioms
instead of market share as a measure of independent station competitive
impact. Moreover, Appendix 1-j below demonstrates that the Network Inquiry
methodology is seriously flaged. See also the Justice Deopartment comments on
the Network Inguiry Report.

1#See Address of Thomas J. Ryan hefore the Independent Television
Association, Los Angeles, California, January 18, 1983.

———— e
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substitutes for television advertising, they would not be especially concermed
about higher rates for television. Our conclusion is that, although other
media are certainly substitutes for television advertising, television
advertising constitutes an economic market. Moraover, the three television
networks have significant shares of this market. Therefore, they likely face
downward sloping demand curves.

D. Network vs. National Spot Advertising

Section A described two alternative strategies that a sole integrated
supplier of off-network programs could use to profitably raise felevision
advertising rates above the competitive level. The supplier counld raise the
advertising rates its own stations charge and recapture the advertising
revenues lost to competing independents by also raising the prices of
off-network programs. Alternatively, the supplier could raise the price of
off-network programs enough to reduce the advertising exposures supplied by
independents, and this would increase the advertising revenues earned by its
stations.

In Section B, it was explained that the networks could implement the first
strategy by reducing either the amount of network advertising or the time
available to O&Os and affiliates for spot advertising. However, if network
and spot advertising are not substitutes, raising network advertising rates
would not have the desired effect, because advertisers would mot increase
their demand for independents' time. Thus, the only way the networks could
increase spot rates would be to reduce the advertising time available to O0&0s
and affiliates. (Affiliates would, of course, have to be compensated.)
Unless the FGC would interfere with such behavior, this does not appear to
create any serious obstacle to implementing the first strategy. Hence, the
first strategy may not depend in any important respect on network and spot
advertising being good substitutes.

There is at least one respect in which the profitability of the second
strategy could be diminished if network and spot advertising were not
substitutes. An increase in off-network program prices would then raise spot
rates more than network rates. As a result, the gains to the networks from
raising program prices would have to come largely from the increased revenuas
earned by 0&0s and from any additional profits the networks could extract from
their affiliates, Fewer of the gains could then be captured through higher
network advertising rates.

In short, either the ability of the networks to raise advertising rates
(undexr strategy one) or their ability to profit fxom higher advertising rates
(undar strategy two) claarly mey depend on the extent to which network
advertising competes with spot advertising. However, two products or services
do ‘not have to be in the same market in order to compete,'® so that the
natworks could use either strategy to raise advertising rates even if network

'*See footnote 15, supra.
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and spot advertising are not in the same market. In what follows, we discuss
the reasons why spot and network advertising may constitute separate markets,
but conclude that they compete whether or not they are in the same market.

Network and spot advertising could constitute individual economic markets
if a single supplier of each could raise prices. Single supply of both could
result in even higher prices, in which case spot and network advertising would
be separate submarkets of a larger television advertising market. (Television
advertising, in turn, could be a submarket of a largex advertising market.).
There are differences between the two modes of advertising that suggest the
poszibility of separate submarkets.

Network advertising can be viewed as a bundle of viewer exposures. The
price of network advertising (per viewer exposure) tends to he lower than the
price of spot advertising, suggesting that to sell the bundle of viewers the
networks must provide a discount below spot prices. The transactions costs of
purchasing spot advertisements to cover a large audience are high due to the
need to deal with a large number of local outlets.2' National advertisers
who wish to reach the widest possible avdience may not view spot advertising
as a good substitute for network advertising at current prices. On the other
hand, some large advertisers may want to reach buyers throughout much, but not
all, of the country, (For example, there may be some regions, states, or
localities where advertisers have no distribution outlets). Even in the face
of different spot and network rates per viewer, these advertisers could view
spot and network advertising as very close substitutes, since they m1ght find
the prices pex targeted viewer to be quite similar.

All local and many regional advertisers clearly must regard network
advertising as a poor substitute for spot advertising. These advertisexs have
little interest in paying for many viewers who, by virtue of their locatien,
are not potential customers. Whether national and spot advertising are in the
same market from the perspective of buyers thus depends on the relative number
of netional and regiocnal advertisers who do regard them as close substitutes
at current prices. If there are enough advertisers who would not switch
between network and spot advertising in response to small changes in their
relative prices, each are in the separate markets.

Two products that are not good substitutes can also be in the same market
if both products are produced using the same inputs and suppliers can quickly
switch from producing one product to the other.?! There appears to be a

29Network advertising appears to provide national exposure at a lower
cost per viewer, even if the higher transaction costs of spot television are
ignored (see Exhibit 2-11). Spot rates per viewer ranged from 135 pexrcent tc
180 percent of network rates between 1970 and 1982,

21g.¢ the Department of Justice, ''Merger Guidelines." Supply
substitutability is the reason why, say, different shoe sizes or styles are
typically placed in the same market when measuring a shee producer's market
share.
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¥ high degree of supply substitutability between network and spot
. advertising.?? As a result, even if advertisers do not regard spot and
petwork advertising as good substitutes, both may belong in the same market.

We have insufficient information to determine whether advertisers view
network and spot edvertising as close enough substitutes to place them in the
same market. Interviews with some large buyers indicate, however, that many
national advertisers view spot advertising a8 a substitute for nmetwork
advertising. Substitutability is also evidencedig;'EEE‘;;};e data plotted in
Exhibit 2-12, which indicate that spot and network price changes tend to track
each other somewhat.

If spot and network advertising compete, even though they are not in the
same market, both strategies for raising advertising rates remain viable.
Strategy one depends on the ability of the networks to drive up spot rates by
reducing the spot advertising time available to network affiliates and 0&Us.
If the FCC were to block this route, a large enough reduction in the supply of
network advertising would increase spot rates.

Strategy two depends on the ability of the networks to bemnefit from higher
. advertising rates. This in turn depends on the extent to which network rates
" rise in response to spot rates and the extent to which metworks can extract
profits from their affiliates.

22There are few, if any, technical constraints on the ability of
networks to reduce, almost overnight, the amount of advertising time they sell

and increase the amount of advertising time available for spot sale by O&0s
and affiliates.

<X



